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return the remaining balance, less any
losses, to the member. Until the expi-
ration of the notice period the entire
adjusted balance will be available to
cover losses at the corporate credit
union that exceed retained earnings
and PCC (excluding, if a corporate
credit union exercises the capital
prioritization option under Part I of
appendix A to this part, any PCC with
priority under that option).

(2) For term MCAs, the corporate
credit union will return the balance of
the MCA account to the member at the
expiration of the term. Until the expi-
ration of term, the entire account bal-
ance will be available to cover losses
that exceed retained earnings and PCC
(excluding, if a corporate credit union
exercises the capital prioritization op-
tion under part I of appendix A to this
part, any PCC with priority under that
option).

(3) A corporate credit union may
count a portion of unconverted MCAs
as Tier 2 capital. Beginning on the date
of issuance (for term MCASs) or the date
of notice of withdrawal (for other
MCAs), the corporate may count the
entire account balance as Tier 2 cap-
ital, but will then reduce the amount
of the account that can be considered
as Tier 2 capital by a constant monthly
amortization that ensures the capital
is fully amortized one year before the
date of maturity or one year before the
end of the notice period. For adjustable
balance account MCAs where the ad-
justment is determined based on some
impermanent measure, such as shares
on deposit with the corporate, the cor-
porate credit union may not treat any
part of the account as capital.

[75 FR 64829, Oct. 20, 2010, as amended at 80
FR 25937, May 6, 2015]

§704.4 Prompt corrective action.

(a) Purpose. The principal purpose of
this section is to define, for corporate
credit unions that are not adequately
capitalized, the capital measures and
capital levels that are used for deter-
mining appropriate supervisory ac-
tions. This section establishes proce-
dures for submission and review of cap-
ital restoration plans and for issuance
and review of capital directives, orders,
and other supervisory directives.

§704.4

(b) Scope. This section applies to cor-
porate credit unions, including officers,
directors, and employees.

(1) This section does not limit the au-
thority of NCUA in any way to take su-
pervisory actions to address unsafe or
unsound practices, deficient capital
levels, violations of law, unsafe or un-
sound conditions, or other practices.
The NCUA may take action under this
section independently of, in conjunc-
tion with, or in addition to any other
enforcement action available to the
NCUA, including issuance of cease and
desist orders, approval or denial of ap-
plications or notices, assessment of
civil money penalties, or any other ac-
tions authorized by law.

(2) Unless permitted by the NCUA or
otherwise required by law, no cor-
porate credit union may state in any
advertisement or promotional material
its capital category under this part or
that the NCUA has assigned the cor-
porate credit union to a particular cat-
egory.

(3) Any group of credit unions apply-
ing for a new corporate credit union
charter will submit, as part of the
charter application, a detailed draft
plan for soliciting contributed capital
and building retained earnings. The
draft plan will include specific levels of
contributed capital and retained earn-
ings and the anticipated timeframes
for achieving those levels. The Board
will review the draft plan and modify it
as necessary. If the Board approves the
plan, the Board will include any nec-
essary waivers of this section or part.

(c) Notice of capital category. (1) Effec-
tive date of determination of capital
category. A corporate credit union will
be deemed to be within a given capital
category as of the most recent date:

(i) A 5310 Financial Report is re-
quired to be filed with the NCUA;

(ii) A final NCUA report of examina-
tion is delivered to the corporate credit
union; or

(iii) Written notice is provided by the
NCUA to the corporate credit union
that its capital category has changed
as provided in paragraphs (c)(2) or
(d)(3) of this section.

(2) Adjustments to reported capital
levels and category—

(1) Notice of adjustment by corporate
credit union. A corporate credit union
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must provide the NCUA with written
notice that an adjustment to the cor-
porate credit union’s capital category
may have occurred no later than 15 cal-
endar days following the date that any
material event has occurred that would
cause the corporate credit union to be
placed in a lower capital category from
the category assigned to the corporate
credit union for purposes of this sec-
tion on the basis of the corporate cred-
it union’s most recent call report or re-
port of examination.

(ii) Determination by the NCUA to
change capital category. After receiv-
ing notice pursuant to paragraph (c)(1)
of this section, or on its own initiative,
the NCUA will determine whether to
change the capital category of the cor-
porate credit union and will notify the
corporate credit union of the NCUA’s
determination.

(d) Capital measures and capital cat-
egory definitions. (1) Capital measures.
For purposes of this section, the rel-
evant capital measures are:

(i) The total risk-based capital ratio;

(ii) The Tier 1 risk-based capital
ratio; and

(iii) The leverage ratio.

(2) Capital categories. For purposes
of this section, a corporate -credit
union is:

(i) Well capitalized if the corporate
credit union:

(A) Has a total risk-based capital
ratio of 10.0 percent or greater; and

(B) Has a Tier 1 risk-based capital
ratio of 6.0 percent or greater; and

(C) Has a leverage ratio of 5.0 percent
or greater; and

(D) Is not subject to any written
agreement, order, capital directive, or
prompt corrective action directive
issued by NCUA to meet and maintain
a specific capital level for any capital
measure.

(ii) Adequately capitalized if the cor-
porate credit union:

(A) Has a total risk-based capital
ratio of 8.0 percent or greater; and

(B) Has a Tier 1 risk-based capital
ratio of 4.0 percent or greater; and

(C) Has:

(I) A leverage ratio of 4.0 percent or
greater; and

(2) Does not meet the definition of a
well capitalized corporate credit union.
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(iii) Undercapitalized if the corporate
credit union:

(A) Has a total risk-based capital
ratio that is less than 8.0 percent; or

(B) Has a Tier 1 risk-based capital
ratio that is less than 4.0 percent; or

(C) Has a leverage ratio that is less
than 4.0 percent.

(iv) Significantly undercapitalized if
the corporate credit union has:

(A) A total risk-based capital ratio
that is less than 6.0 percent; or

(B) A Tier 1 risk-based capital ratio
that is less than 3.0 percent; or

(C) A leverage ratio that is less than
3.0 percent.

(v) Critically undercapitalized if the
corporate credit union has:

(A) A total risk-based capital ratio
that is less than 4.0 percent; or

(B) A Tier 1 risk-based capital ratio
that is less than 2.0 percent; or

(C) A leverage ratio that is less than
2.0 percent.

(3) Reclassification based on super-
visory criteria other than capital. Not-
withstanding the elements of para-
graph (d)(2) of this section, the NCUA
may reclassify a well capitalized cor-
porate credit union as adequately cap-
italized, and may require an ade-
quately capitalized or undercapitalized
corporate credit union to comply with
certain mandatory or discretionary su-
pervisory actions as if the corporate
credit union were in the next lower
capital category, in the following cir-
cumstances:

(i) Unsafe or unsound condition. The
NCUA has determined, after notice and
opportunity for hearing pursuant to
paragraph (h)(1) of this section, that
the corporate credit union is in an un-
safe or unsound condition; or

(ii) TUnsafe or unsound practice.
NCUA has determined, after notice and
an opportunity for hearing pursuant to
paragraph (h)(1) of this section, that
the corporate credit union received a
less-than-satisfactory CAMEL rating
(i.e., three or lower) for any rating cat-
egory (other than in a rating category
specifically addressing capital ade-
quacy) and has not corrected the condi-
tions that served as the basis for the
less than satisfactory rating. Ratings
under this paragraph (d)(3)(ii) refer to
the most recent ratings (as determined
either on-site or off-site by the most
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recent examination) of which the cor-
porate credit union has been notified in
writing.

(4) The NCUA may, for good cause,
modify any of the percentages in para-
graph (d)(2) of this section as described
in §704.3(d).

(e) Capital restoration plans. (1) Sched-
ule for filing plan—

(i) In general. A corporate credit
union must file a written capital res-
toration plan with the NCUA within 45
days of the date that the corporate
credit union receives mnotice or is
deemed to have notice that the cor-
porate credit union is undercapitalized,
significantly undercapitalized, or criti-
cally undercapitalized, unless the
NCUA notifies the corporate credit
union in writing that the plan is to be
filed within a different period. An ade-
quately capitalized corporate credit
union that has been required pursuant
to paragraph (d)(3) of this section to
comply with supervisory actions as if
the corporate credit union were under-
capitalized is not required to submit a
capital restoration plan solely by vir-
tue of the reclassification.

(ii) Additional capital restoration
plans. Notwithstanding paragraph
(e)(1)(i) of this section, a corporate
credit union that has already sub-
mitted and is operating under a capital
restoration plan approved under this
section is not required to submit an ad-
ditional capital restoration plan based
on a revised calculation of its capital
measures or a reclassification of the
institution under paragraph (d)(3) of
this section unless the NCUA notifies
the corporate credit union that it must
submit a new or revised capital plan. A
corporate credit union that is notified
that it must submit a new or revised
capital restoration plan must file the
plan in writing with the NCUA within
45 days of receiving such notice, unless
the NCUA notifies the corporate credit
union in writing that the plan is to be
filed within a different period.

(2) Contents of plan. All financial
data submitted in connection with a
capital restoration plan must be pre-
pared in accordance with the instruc-
tions provided on the call report, un-
less the NCUA instructs otherwise. The
capital restoration plan must include
all of the information required to be

§704.4

filed under paragraph (k)(2)(ii) of this
section. A corporate credit union re-
quired to submit a capital restoration
plan as the result of a reclassification
of the corporate credit union pursuant
to paragraph (d)(3) of this section must
include a description of the steps the
corporate credit union will take to cor-
rect the unsafe or unsound condition or
practice.

(3) Failure to submit a capital res-
toration plan. A corporate credit union
that is undercapitalized and that fails
to submit a written capital restoration
plan within the period provided in this
section will, upon the expiration of
that period, be subject to all of the pro-
visions of this section applicable to sig-
nificantly undercapitalized credit
unions.

(4) Review of capital restoration
plans. Within 60 days after receiving a
capital restoration plan under this sec-
tion, the NCUA will provide written
notice to the corporate credit union of
whether it has approved the plan. The
NCUA may extend this time period.

(5) Disapproval of capital plan. If the
NCUA does not approve a capital res-
toration plan, the corporate credit
union must submit a revised capital
restoration plan, when directed to do
so, within the time specified by the
NCUA. An undercapitalized corporate
credit union is subject to the provi-
sions applicable to significantly under-
capitalized credit unions until it has
submitted, and NCUA has approved, a
capital restoration plan. If the NCUA
directs that the corporate submit a re-
vised plan, it must do so in time frame
specified by the NCUA.

(6) Failure to implement a capital
restoration plan. Any undercapitalized
corporate credit union that fails in any
material respect to implement a cap-
ital restoration plan will be subject to
all of the provisions of this section ap-
plicable to significantly undercapital-
ized institutions.

(7) Amendment of capital plan. A cor-
porate credit union that has filed an
approved capital restoration plan may,
after prior written notice to and ap-
proval by the NCUA, amend the plan to
reflect a change in circumstance. Until
such time as NCUA has approved a pro-
posed amendment, the corporate credit
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union must implement the capital res-
toration plan as approved prior to the
proposed amendment.

(f) Mandatory and discretionary super-
visory actions. (1) Mandatory super-
visory actions.—

(i) Provisions applicable to all cor-
porate credit unions. All corporate
credit unions are subject to the restric-
tions contained in paragraph (k)(1) of
this section on capital distributions.

(ii) Provisions applicable to under-
capitalized, significantly undercapital-
ized, and critically undercapitalized
corporate credit unions. Immediately
upon receiving notice or being deemed
to have notice, as provided in para-
graph (c) or (e) of this section, that the
corporate credit union is undercapital-
ized, significantly undercapitalized, or
critically undercapitalized, the cor-
porate credit union will be subject to
the following provisions of paragraph
(k) of this section:

(A) Restricting capital distributions
(paragraph (k)(1));

(B) NCUA monitoring of the condi-
tion of the corporate credit union
(paragraph (k)(2)(1));

(C) Requiring submission of a capital
restoration plan (paragraph (k)(2)(ii));

(D) Restricting the growth of the cor-
porate credit union’s assets (paragraph
(k)(2)(iii)); and

(E) Requiring prior approval of cer-
tain expansion proposals (paragraph
(K)(2)(iv)).

(iii) Additional provisions applicable
to significantly undercapitalized, and
critically undercapitalized corporate
credit unions. In addition to the man-
datory requirements described in para-
graph (f)(1) of this section, imme-
diately upon receiving notice or being
deemed to have notice that the cor-
porate credit union is significantly
undercapitalized, or critically under-
capitalized, or that the corporate cred-
it union is subject to the provisions ap-
plicable to corporate credit unions that
are significantly undercapitalized be-
cause the credit union failed to submit
or implement in any material respect
an acceptable capital restoration plan,
the corporate credit union will become
subject to the provisions of paragraph
(k)(3)(iii) of this section that restrict
compensation paid to senior executive
officers of the institution.
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(iv) Additional provisions applicable
to critically undercapitalized corporate
credit unions. In addition to the provi-
sions described in paragraphs (f)(1)(ii)
and (f)(1)(iii) of this section, imme-
diately upon receiving notice or being
deemed to have notice that the cor-
porate credit union is critically under-
capitalized, the corporate credit union
will become subject to these additional
provisions of paragraph (k) of this sec-
tion:

(A) Restricting the activities of the
corporate credit union ((k)(5)(1)); and

(B) Restricting payments on subordi-
nated debt of the corporate credit
union ((k)(5)(ii)).

(2) Discretionary supervisory actions.

(i) All PCA actions listed in para-
graph (k) of this section that are not
discussed in paragraph (f)(1) of this sec-
tion are discretionary.

(ii) All discretionary actions avail-
able to NCUA in the case of an under-
capitalized corporate credit union are
available to NCUA in the case of a sig-
nificantly undercapitalized credit
union. All discretionary actions avail-
able to NCUA in the case of an under-
capitalized corporate credit union or a
significantly  undercapitalized cor-
porate credit union are available to
NCUA in the case of a critically under-
capitalized corporate credit union.

(iii) In taking any discretionary PCA
actions with a corporate credit union
that is deemed to be undercapitalized,
significantly undercapitalized or criti-
cally undercapitalized, or has been re-
classified as undercapitalized, or sig-
nificantly undercapitalized; or an ac-
tion in connection with an officer or di-
rector of such corporate credit union;
the NCUA will follow the procedures
for issuing directives under paragraphs
(g) and (i) of this section.

(iv) NCUA will consult and seek to
work cooperatively with the appro-
priate state supervisory authority
(SSA) before taking any discretionary
supervisory action with respect to a
state-chartered corporate credit union;
will provide notice of its decision to
the SSA; and will allow the appropriate
SSA an opportunity to take the pro-
posed action independently or jointly
with NCUA.

(g) Directives to take prompt corrective
action. The NCUA will provide an
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undercapitalized, significantly under-
capitalized, or critically undercapital-
ized corporate credit union prior writ-
ten notice of the NCUA’s intention to
issue a directive requiring such cor-
porate credit union to take actions or
to follow proscriptions described in
this part. Section 747.3002 of this chap-
ter prescribes the notice content and
associated process.

(h) Procedures for reclassifying a cor-
porate credit union based on criteria other
than capital. When the NCUA intends to
reclassify a corporate credit union or
subject it to the supervisory actions
applicable to the next lower capitaliza-
tion category based on an unsafe or un-
sound condition or practice, the NCUA
will provide the credit union with prior
written notice of such intent. Section
747.3003 of this chapter prescribes the
notice content and associated process.

(i) Order to dismiss a Director or senior
executive officer. When the NCUA issues
and serves a directive on a corporate
credit union requiring it to dismiss
from office any director or senior exec-
utive officer under paragraphs (k)(3) of
this section, the NCUA will also serve
upon the person the corporate credit
union is directed to dismiss (Respond-
ent) a copy of the directive (or the rel-
evant portions, where appropriate) and
notice of the Respondent’s right to
seek reinstatement. Section 747.3004 of
this chapter prescribes the content of
the notice of right to seek reinstate-
ment and the associated process.

(j) Enforcement of directives. Section
747.3005 of this chapter prescribes the
process for enforcement of directives.

(k) Remedial actions towards under-
capitalized, significantly undercapital-
iced, and critically undercapitalized cor-
porate credit unions. (1) Provision appli-
cable to all corporate credit unions. A
corporate credit union is prohibited
from making any capital distribution,
including payment of dividends on per-
petual and nonperpetual capital ac-
counts, if, after making the distribu-
tion, the credit union would be under-
capitalized.

(2) Provisions applicable to under-
capitalized corporate credit unions.

(i) Monitoring required. The NCUA
will—

§704.4

(A) Closely monitor the condition of
any undercapitalized corporate credit
union;

(B) Closely monitor compliance with
capital restoration plans, restrictions,
and requirements imposed under this
section; and

(C) Periodically review the plan, re-
strictions, and requirements applicable
to any undercapitalized corporate cred-
it union to determine whether the
plan, restrictions, and requirements
are achieving the purpose of this sec-
tion.

(ii) Capital restoration plan required.

(A) Any undercapitalized corporate
credit union must submit an accept-
able capital restoration plan to the
NCUA.

(B) The capital
will—

(1) Specify—

(i) The steps the corporate credit
union will take to become adequately
capitalized;

(ii) The levels of capital to be at-
tained during each year in which the
plan will be in effect;

(1ii) How the corporate credit union
will comply with the restrictions or re-
quirements then in effect under this
section; and

(iv) The types and levels of activities
in which the corporate credit union
will engage; and

(2) Contain such other information as
the NCUA may require.

(C) The NCUA will not accept a cap-
ital restoration plan unless the NCUA
determines that the plan—

1) Complies with
(k)(2)(ii)(B) of this section;

(2) Is based on realistic assumptions,
and is likely to succeed in restoring
the corporate credit union’s capital;
and

(3) Would not appreciably increase
the risk (including credit risk, inter-
est-rate risk, and other types of risk)
to which the corporate credit union is
exposed.

(iii) Asset growth restricted. An
undercapitalized corporate credit
union must not permit its daily aver-
age net assets during any calendar
month to exceed its moving daily aver-
age net assets unless—

restoration plan

paragraph
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(A) The NCUA has accepted the cor-
porate credit union’s capital restora-
tion plan; and

(B) Any increase in total assets is
consistent with the plan.

(iv) Prior approval required for ac-
quisitions, branching, and new lines of
business. An undercapitalized cor-
porate credit union must not, directly
or indirectly, acquire any interest in
any entity, establish or acquire any ad-
ditional branch office, or engage in any
new line of business unless the NCUA
has accepted the corporate credit
union’s capital restoration plan, the
corporate credit union is implementing
the plan, and the NCUA determines
that the proposed action is consistent
with and will further the achievement
of the plan.

(3) Provisions applicable to signifi-
cantly undercapitalized corporate cred-
it unions and undercapitalized cor-
porate credit unions that fail to submit
and implement capital restoration
plans.

(i) In general. This paragraph applies
with respect to any corporate credit
union that—

(A) Is significantly undercapitalized;
or

(B) Is undercapitalized and—

(1) Fails to submit an acceptable cap-
ital restoration plan within the time
allowed by the NCUA under paragraph
(e)(1) of this section; or

(2) Fails in any material respect to
implement a plan accepted by the
NCUA.

(ii) Specific actions authorized. The
NCUA may take one or more of the fol-
lowing actions:

(A) Requiring recapitalization.

(I) Requiring the corporate credit
union to seek and obtain additional
contributed capital.

(2) Requiring the corporate credit
union to increase its rate of earnings
retention.

(3) Requiring the corporate credit
union to combine, in whole or part,
with another insured depository insti-
tution, if one or more grounds exist
under this section or the Federal Cred-
it Union Act for appointing a conser-
vator or liquidating agent.

(B) Restricting any ongoing or future
transactions with affiliates.

(C) Restricting interest rates paid.

12 CFR Ch. VII (1-1-16 Edition)

(I) In general. Restricting the rates
of dividends and interest that the cor-
porate credit union pays on shares and
deposits to the prevailing rates on
shares and deposits of comparable
amounts and maturities in the region
where the institution is located, as de-
termined by the NCUA.

(2) Retroactive restrictions prohib-
ited. Paragraph (k)(3)(ii)(c) of this sec-
tion does not authorize the NCUA to
restrict interest rates paid on time de-
posits or shares made before (and not
renewed or renegotiated after) the date
the NCUA announced this restriction.

(D) Restricting asset growth. Re-
stricting the corporate credit union’s
asset growth more stringently than in
paragraph (k)(2)(iii) of this section, or
requiring the corporate credit union to
reduce its total assets.

(E) Restricting activities. Requiring
the corporate credit union or any of its
CUSOs to alter, reduce, or terminate
any activity that the NCUA determines
poses excessive risk to the corporate
credit union.

(F) Improving management. Doing
one or more of the following:

(I) New election of directors. Order-
ing a new election for the corporate
credit union’s board of directors.

(2) Dismissing directors or senior ex-
ecutive officers. Requiring the cor-
porate credit union to dismiss from of-
fice any director or senior executive of-
ficer who had held office for more than
180 days immediately before the cor-
porate credit union became under-
capitalized.

(3) Employing qualified senior execu-
tive officers. Requiring the corporate
credit union to employ qualified senior
executive officers (who, if the NCUA so
specifies, will be subject to approval by
the NCUA).

(G) Requiring divestiture. Requiring
the corporate credit union to divest
itself of or liquidate any interest in
any entity if the NCUA determines
that the entity is in danger of becom-
ing insolvent or otherwise poses a sig-
nificant risk to the corporate credit
union;

(H) Conserve or liquidate the cor-
porate credit union if NCUA deter-
mines the credit union has no reason-
able prospect of becoming adequately
capitalized; and
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(I) Requiring other action. Requiring
the corporate credit union to take any
other action that the NCUA determines
will better carry out the purpose of
this section than any of the actions de-
scribed in this paragraph.

(iii) Senior executive officers’ com-
pensation restricted.

(A) In general. The corporate credit
union is prohibited from doing any of
the following without the prior written
approval of the NCUA:

(1) Pay any bonus or profit-sharing to
any senior executive officer.

(2) Provide compensation to any sen-
ior executive officer at a rate exceed-
ing that officer’s average rate of com-
pensation (excluding bonuses and prof-
it-sharing) during the 12 calendar
months preceding the calendar month
in which the corporate credit union be-
came undercapitalized.

(B) Failing to submit plan. The
NCUA will not grant approval with re-
spect to a corporate credit union that
has failed to submit an acceptable cap-
ital restoration plan.

(iv) Discretion to impose certain ad-
ditional restrictions. The NCUA may
impose one or more of the restrictions
prescribed by regulation under para-
graph (K)(5) of this section if the NCUA
determines that those restrictions are
necessary to carry out the purpose of
this section.

(4) More stringent treatment based
on other supervisory criteria.

(i) In general. If the NCUA deter-
mines, after notice and an opportunity
for hearing as described in subpart M of
part 747 of this chapter, that a cor-
porate credit union is in an unsafe or
unsound condition or deems the cor-
porate credit union to be engaging in
an unsafe or unsound practice, the
NCUA may—

(A) If the corporate credit union is
well capitalized, reclassify the cor-
porate credit union as adequately cap-
italized;

(B) If the corporate credit union is
adequately capitalized (but not well
capitalized), require the corporate
credit union to comply with one or
more provisions of paragraphs (k)(1)
and (k)(2) of this section, as if the cor-
porate credit union were undercapital-
ized; or
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(C) If the corporate credit union is
undercapitalized, take any one or more
actions authorized under paragraph
(k)(3)(ii) of this section as if the cor-
porate credit union were significantly
undercapitalized.

(ii) Contents of plan. Any plan re-
quired under paragraph (k)(4)(i) of this
section will specify the steps that the
corporate credit union will take to cor-
rect the unsafe or unsound condition or
practice. Capital restoration plans,
however, will not be required under
paragraph (k)(4)(i)(B) of this section.

(5) Provisions applicable to critically
undercapitalized corporate credit
unions.

(i) Activities restricted. Any criti-
cally undercapitalized corporate credit
union must comply with restrictions
prescribed by the NCUA under para-
graph (k)(6) of this section.

(ii) Payments on contributed capital
and subordinated debt prohibited. A
critically undercapitalized corporate
credit union must not, beginning no
later than 60 days after becoming criti-
cally undercapitalized, make any pay-
ment of dividends on contributed cap-
ital or any payment of principal or in-
terest on the corporate credit union’s
subordinated debt unless the NCUA de-
termines that an exception would fur-
ther the purpose of this section. Inter-
est, although not payable, may con-
tinue to accrue under the terms of any
subordinated debt to the extent other-
wise permitted by law. Dividends on
contributed capital do not, however,
continue to accrue.

(iii) Comnservatorship, liquidation, or
other action. The NCUA may, at any
time, conserve or liquidate any criti-
cally undercapitalized corporate credit
union or require the credit union to
combine, in whole or part, with an-
other institution. NCUA will consider,
not later than 90 days after a corporate
credit union becomes critically under-
capitalized, whether NCUA should lig-
uidate, conserve, or combine the insti-
tution.

(6) Restricting activities of critically
undercapitalized corporate credit
unions. To carry out the purpose of
this section, the NCUA will, by order—

(i) Restrict the activities of any criti-
cally undercapitalized corporate credit
union; and
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(ii) At a minimum, prohibit any such
corporate credit union from doing any
of the following without the NCUA’s
prior written approval:

(A) Entering into any material trans-
action other than in the usual course
of business, including any investment,
expansion, acquisition, sale of assets,
or other similar action.

(B) Extending credit for any trans-
action NCUA determines to be highly
leveraged.

(C) Amending the corporate credit
union’s charter or bylaws, except to
the extent necessary to carry out any
other requirement of any law, regula-
tion, or order.

(D) Making any material change in
accounting methods.

(E) Paying compensation or bonuses
NCUA determines to be excessive.

(F) Paying interest on new or re-
newed liabilities at a rate that would
increase the corporate credit union’s
weighted average cost of funds to a
level significantly exceeding the pre-
vailing rates of interest on insured de-
posits in the corporate credit union’s
normal market areas.

[75 FR 64836, Oct. 20, 2010, as amended at 78
FR 77565, Dec. 26, 2013]

§704.5 Investments.

(a) Policies. A corporate credit union
must operate according to an invest-
ment policy that is consistent with its
other risk management policies, in-
cluding, but not limited to, those re-
lated to credit risk management, asset
and liability management, and liquid-
ity management. The policy must ad-
dress, at a minimum:

(1) Appropriate tests and criteria for
evaluating investments and investment
transactions before purchase; and

(2) Reasonable and supportable con-
centration limits for limited liquidity
investments in relation to capital.

(b) General. All investments must be
U.S. dollar-denominated and subject to
the credit policy restrictions set forth
in §704.6.

(c) Authorized activities. A corporate
credit union may invest in:

(1) Securities, deposits, and obliga-
tions set forth in Sections 107(7), 107(8),
and 107(15) of the Federal Credit Union
Act, 12 U.S.C. 1757(7), 1757(8), and

12 CFR Ch. VII (1-1-16 Edition)

1757(15), except as provided in this sec-
tion;

(2) Deposits in, the sale of federal
funds to, and debt obligations of cor-
porate credit unions, Section 107(8) in-
stitutions, and state banks, trust com-
panies, and mutual savings banks not
domiciled in the state in which the cor-
porate credit union does business;

(3) Corporate CUSOs, as defined in
and subject to the Ilimitations of
§704.11;

(4) Marketable debt obligations of
corporations chartered in the United
States. This authority does not apply
to debt obligations that are convertible
into the stock of the corporation; and

(5) Domestically-issued asset-backed
securities.

(d) Repurchase agreements. A cor-
porate credit union may enter into a
repurchase agreement provided that:

(1) The corporate credit union, di-
rectly or through its agent, receives
written confirmation of the trans-
action, and either takes physical pos-
session or control of the repurchase se-
curities or is recorded as owner of the
repurchase securities through the Fed-
eral Reserve Book-Entry Securities
Transfer System;

(2) The repurchase securities are
legal investments for that corporate
credit union;

(3) The corporate credit union, di-
rectly or through its agent, receives
daily assessment of the market value
of the repurchase securities and main-
tains adequate margin that reflects a
risk assessment of the repurchase secu-
rities and the term of the transaction;
and

(4) The corporate credit union has en-
tered into signed contracts with all ap-
proved counterparties and agents, and
ensures compliance with the contracts.
Such contracts must address any sup-
plemental terms and conditions nec-
essary to meet the specific require-
ments of this part. Third party ar-
rangements must be supported by tri-
party contracts in which the repur-
chase securities are priced and reported
daily and the tri-party agent ensures
compliance; and

(e) Securities Lending. A corporate
credit union may enter into a securi-
ties lending transaction provided that:
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